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SUBJECT: BILATERAL ENERGY WORKING GROUP (EWG) WITH ITALY; 
VISIT OF ITALIAN TECHNICAL LEVEL FINANCIAL EXPERTS 

REF: ROME 16239, 16241 

1. ITALIAN TECHNICAL LEVEL FINANCIAL EXPERTS MET WITH 
REPRESENTATIVES OF EXIM, STATE AND TREASURY ON NOVEMBER 14 
TO DISCUSS ITALIAN FINANCIAL PLAN FOR 20,000 MW NUCLEAR 
PROGRAM. MEETING WENT WELL AS ITALIANS CAME PREPARED TO 
DISCUSS, FULLY AND OPENLY, DETAILS OF ENEL'S FINANCIAL 
SITUATION AND OF COST PROJECTIONS AND FINANCIAL REQUIRE- 
MENTS OF NUCLEAR PROGRAM. THEY SUPPLIED A LARGE AMOUNT 
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OF ORAL DATA ON THESE SUBJECTS AND PROMISED TO TRANSMIT 
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PAPERS CONTAINING DETAIL PRESENTED ORALLY. ITALIANS WENT 
NO FURTHER, HOWEVER, IN EXPLAINING GENERAL FINANCIAL 
QUESTIONS SUCH AS CAPITAL AVAILABILITY IN ITALY AND EUROPE. 
THE ITALIANS WOULD NOT GO BEYOND THE GENERAL POLITICAL 
ARGUMENT ALREADY OFFERED ON WHY THEY BELIEVE INCREMENTAL 
PORTION OF LARGER NUCLEAR PROGRAM SHOULD BE FINANCED IN US. 

2. ITALIAN GROUP, HEADED BY GUISEPPE TARDINI OF ENEL, 

NOTED THAT FULL ITALIAN ENERGY PACKAGE NOT YET APPROVED 
BY CIPE, AND MUST GO SUBSEQUENTLY TO PARLIAMENT, MOSTLY 

FOR INFORMATIONAL PURPOSES. HOWEVER, EQUITY ENDOWMENT 
INCREASE MUST BE APPROVED BY PARLIAMENT. 

3. TARDINI DESCRIBED ENEL FINANCIAL HISTORY FULLY IN HIS 
PRESENTATION. WHEN ENEL ORGANIZED IN FEBRUARY 1963 IT 
PAID, OVER A 10- YEAR PERIOD, 131 OF BOOK VALUE OF ACQUIRED 
PRIVATE POWER COMPANY ASSETS. ENEL WAS NOT PERMITTED AN 
ELECTRICITY RATE INCREASE UNTIL JULY 1974. THUS ENEL'S 
LOSSES MOUNTED AND ITS EQUITY POSITION DETERIORATED TO 
POINT WHERE ENEL BALANCE SHEET NOW INDICATES NO EQUITY. 

THE PROPOSED PROGRAM TO RESTORE ENEL'S CREDITWORTHINESS 
INCLUDES A 10 RATE INCREASE (CIPE APPROVAL PENDING) AT 
THE BEGINNING OF EACH OF THE NEXT FOUR YEARS AND AN 
EQUITY ENDOWMENT (PARLIAMENTARY APPROVAL REQUIRED) OF 
DOLS. 3.3 BILLION BY YEAR END 1979. IF THESE MEASURES 

ARE APPROVED, ENEL WILL REACH BREAK-EVEN POINT IN 1976- 
1977 NOT INCLUDING DEPRECIATION, AND 1979 INCLUDING DEPRE- 
CIATION. INTEREST COSTS DERIVING FROM CONSTRUCTION ARE 
NOT INCLUDED IN THE BREAK-EVEN CALCULATIONS AS ENEL 
CAPITALIZES THESE COSTS IN ITS PLANT AND EQUIPMENT ACCOUNT 
RATHER THAN CHARGING THEM TO ANNUAL OPERATIONS. 

4. TOTAL POWER GENERATION PLAN LAID OUT IN SOME DETAIL 
BY ITALIAN GROUP. FOR NUCLEAR PLAN, ITALIANS CLAIMED 
THAT MOST SITING PROBLEMS NOW CLOSE TO RESOLUTION WITH 
SPECIAL LAW FOR SITING FIRST 8,000 MW AND SUBSEQUENT 
12,000 TO FOLLOW NORMAL PROCEDURE. SITING FOR FIRST SIX 
PLANTS ALMOST COMPLETELY ARRANGED NOW. FINANCIAL ASPECTS 
OF NUCLEAR PLAN AND OF TOTAL ENERGY PLAN PRESENTED IN MORE 
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DETAIL THAN PAPER SUBMITTED US PREVIOUSLY BY ITALIANS. 
CAPITAL COSTS, FOR TOTAL ENERGY PLAN TO 1979 ESTIMATED 
NOW AT ABOUT DOLS. 16.9 BILLION OF WHICH 2.8 BILLION IS FOR 
NUCLEAR PROGRAM. SOURCES OF THIS CAPITAL PROJECTED AS 
DOLS. 3.1 BILLION FROM INCREASED ENDOWMENT, DOLS. 2.0 
BILLION FROM INTERNALLY GENERATED FUNDS. REMAINDER TO BE 
BORROWED. TARDINI CLAIMED ENEL HAS BORROWED ABOUT DOLS. 
1.05 BILLION SO FAR IN 1975 AND WILL 
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PROBABLY BORROW DOLS. 350 MILLION MORE THIS YEAR 
(FOR A TOTALOF ABOUT DOLS. 1.4 BILLION) 

AL FROM DOMESTIC CAPITAL SOURCES, AND WOULD PROBABLY 
BORROW ABOUT DOLS. 1.3 BILLION IN 1976. 

5. FOR 1976-85 NUCLEAR PROGRAM, ITALIANS POINTED OUT THAT 
DOLS. 3.8 BILLION NEEDED FROM OUTSIDE SOURCES REPRESENTS 
25 OF THE NUCLEAR COSTS. TARDINI WOULD NOT GO BEYOND 
POLITICAL JUSTIFICATION ALREADY PRESENTED IN ITALIAN 
FINANCIAL PAPER IN EXPLAINING WHY U.S. SOURCES SHOULD 
SUPPLY UP TO 3.4 BILLION OF THIS. 

6. ITALIANS STATED THAT FOREIGN BORROWING FOR LOCAL COSTS 
OF ENERGY PROGRAMS DEPENDS ON OVERALL ITALIAN MONETARY 
AND BALANCE OF PAYMENTS PICTURE. LARGE EURO-CURRENCY 
BORROWING FOR ENEL IN 1973 UNDERTAKEN IN ORDER TO PROVIDE 
CAPITAL INFLOW AT POINT WHEN CURRENT ACCOUNT IN DEFICIT. 
ITALIANS ALSO MENTIONED, IN THIS CONTEXT, THAT ALL ENEL 
BORROWINGS ARE THROUGH BOND ISSUANCE WHICH HAVE GOVERNMENT 
OF ITALY GUARANTEE, AND THAT ENEL BORE THE EXCHANGE RISK 

IN 1973. 

7. EXIM VICE PRESIDENT, RAYMOND ALBRIGHT, SPOKE FOR U.S. 

GROUP AND EMPHASIZED OUR ASSUMPTION THAT ANY LARGE U.S. 

ROLE IN ITALIAN PROGRAM WILL BE THROUGH PRIVATE SECTOR. 

HE DESCRIBED AGAIN SOME OF THE LIMITATIONS OF EXIM IN 
TAKING PART IN ITALIAN PROGRAM. EXIM INTERESTED IN 
FINANCING EXPORT COSTS, HOWEVER, CANNOT LEAD OR ORGANIZE 
SYNDICATIONS OF U.S. PRIVATE LOANS BUT CAN ARRANGE CONTACTS 
WITH POTENTIAL LENDERS. ALBRIGHT QUESTIONED ITALIANS AS 

TO WHICH ITALIAN ENTITY (ENEL, IMI, OR OTHER) WOULD BE 
THE BORROWER, AND HE STRESSED THAT U.S. PRIVARE LENDERS 
WOULD WANT TO BE CERTAIN OF BORROWER AND WOULD INSIST ON 
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COMPLETE DETAILS OF ITALIAN PLAN AND INDIVIDUAL PROJECTS 
INCLUDING TIME FRAME OF PROJECTS, AND MAGNITUDES INVOLVED. 

HE MENTIONED THAT U.S. PRIVATE LENDERS IN ANY SYNDICATION 
EFFORT WOULD WANT TO RESERVE FREEDOM TO OBTAIN FUNDS FROM 
EURO-CURRENCY AND CAPITAL MARKETS AS WELL AS U.S. DOMESTIC 
CAPITAL MARKETS. ALBRIGHT MENTIONED THAT ITALIAN GOVERN- 
MENT GUARANTEE WOULD PROBABLY BE REQUIRED, AND THAT U.S. 
PRIVATE LENDERS PROBABLY ALSO WANT TO APPROACH THE PROGRAM 
ON A PROJECT-BY PROJECT BASIS RATHER THAN ESTABLISHING A 
LINE OF CREDIT AT THE BEGINNING. 

8. THE TOTAL COST OF ENEL'S 20,000 MW NUCLEAR PROGRAM IS 
ESTIMATED AT DOLS. 16 BILLION. ENEL ESTIMATES COSTS AT 
DOLS. 700 PER KW FOR PLANT AND DOLS. 100 PER KW FOR FUEL, 

AND THESE ESTIMATES DO NOT INCLUDE INTEREST DURING 
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CONSTRUCTION. (FYI: THESE ESTIMATES SEEM VALID FOR TO- 
DAYS PLANTS BUT DO NOT APPEAR REALISTIC FOR 20,000 MW 
PROGRAM, MOST OF WHICH WILL BE CONSTRUCTED IN EARLY OR 
MID 1980’S.). ITALIAN GROUP STATED THAT NUCLEAR PROJECT 
ASSUMES A 7 ANNUAL INCREASE IN ENERGY DEMAND. 

9. COMMENT: IN ALL, WE FEEL THE TALKS WERE EXTREMELY 
USEFUL IN CLEARING UP MANY OF THE AMBIGUITIES OF THE 
ITALIAN TOTAL ENERGY PROGRAM AND THE 20,000 MW NUCLEAR 
PROGRAM. MORE GENERAL QUESTIONS SUCH AS WHY THE PROGRAM 
CANNOT BE FINANCED IN ITALY, EUROPE OR ON INTERNATIONAL 
MARKETS STILL NEED MORE CLARIFICATION. BUT MANY OF OUR 

QUESTIONS ON A MORE TECHNICAL LEVEL, INCLUDING THE ASSUMP- 
TIONS BEHIND COST AND DEMAND PROJECTIONS, THE FACTS OF 
ENEL'S FINANCIAL SITUATION HAVE BEEN ANSWERED. THE MEET- 
ING WAS ALSO USEFUL IN ALLOWING THE U.S. TO EMPHASIZE 
AGAIN THE ROLE THE PRIVATE MARKETS MUST PLAY IN ANY U.S. 
FINANCING OF THE ITALY'S PROGRAM, AND THE MANY REQUIREMENTS 
THAT ITALIAN ENERGY ENTITIES WILL HAVE TO FULFILL TO 
INTEREST PRIVATE U.S. LENDERS. 

10. TARDINI PROMISED TO SEND US PAPERS ON ENEL'S FINANCIAL 
PICTURE AND ON THE DETAILED COST ESTIMATES OF THE NUCLEAR 
PROGRAM. EMBASSY IS REQUESTED TO FOLLOW UP ON THIS AS 
OCCASION PERMITS. 
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1 1 . FOR: OECD PARIS (ENDERS): RE YOUR 301 12 TO KATZ, WE 
ARE PREPARING QUESTIONS REGARDING ITALIAN 
PROGRAM TO BE SENT AS SOON AS POSSIBLE. KISSINGER 
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